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1.

Introduction *
A traveler flying from Hanover to Bologna has to change at Munich airport, i.e. from a domestic to a border-crossing flight. For the first part of the trip, he may select between eight flights and will be carried by wide-bodied aircraft such as the Airbus 320 or the Boeing 737. For the second part, only four flights per day are available, and the typical aircraft is a narrow-bodied one with a capacity of less than 50 seats.
Apparently, there is much lower demand for flights between Munich and Bologna than between Munich and Hanover, although distances are similar and economic activity in the Bologna region is about as high as in the Hanover region. The border between Germany and Italy seems to substantially suppress air traffic activity.
Since the seminal article of McCallum (1995) , several studies have been published which empirically examine the impact of national borders on trade flows. The startling result of these studies is the extraordinary size of border effects. The Canada-U.S. border ─ which is physically almost non-existent ─ is supposed to reduce trade flows to about 5 per cent. Other studies have identified similar border effects. This paper tries to add to this literature by applying the McCallum approach to a new data set on passenger air traffic, which is completely independent of the ones applied in previous studies.
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The next section describes the gravity model which will be utilized to predict traffic flows and briefly surveys the literature on border effects. Section 3 describes the data set, section 4 presents the econometric results, and section 5 concludes.
Gravitation
Gravity models are widely used by trade economists to predict bilateral trade flows between countries. The application of such models to examining the size of border effects started with the above-mentioned article of McCallum (1995) . It rests upon the standard gravity equation according to which bilateral trade flows are a log-linear function of the incomes of trading partners and the distance between them.
Border effects are identified by a dummy variable that distinguishes between intra-national and international trade flows.
The analysis of McCallum refers to Canadian merchandise trade. Anderson and Smith (1999) and Wall (2000) use a similar data set. 
The Data Set
The German A further statistical distinction is made between non-scheduled flights (predominantly used by tourists) and scheduled flights. As we are interested in flight activities as complements of trade and investment activities, our analysis is based on scheduled flight statistics.
Unfortunately, the Federal Statistical Office has abandoned this distinction for intra-EU flights since 1997. Therefore, major EU tourist
destinations were removed from the data set by hand. 2 In addition, all airports with less than 10,000 total annual arrivals from Germany were excluded.
The analysis presented in this paper is based upon traveler departures (scheduled flights) from the three largest German airports: ─ 10 ─
Results
In accordance with previous studies, the following equation was estimated: Heteroskedasticity-consistent standard errors in parentheses.
*** and ** denote significance at one and five per cent level.
The three border coefficients, finally, do not significantly differ from each other. 5 On average, they indicate that the existence of borders reduces the amount of passenger air transport to about one quarter. This estimate is lower than most of the corresponding estimates of border-effects reviewed in section 2, but it is still substantial. Heteroskedasticity-consistent standard errors in parentheses.
*** and * denote significance at one and ten per cent level.
In a second step, the data for all airports were pooled into one regression ( This is the basic result of this paper.
The second regression displayed in Table 2 These additional estimates can be regarded as a sensitivity test of the robustness of results as proposed by Helliwell (2002) . All in all, the gravity models seems to be able to predict not only trade and capital flows, but also flows in passenger air traffic.
Conclusions
Apparently, the perfectly integrated world economy is still a pie-inthe-sky. Geographical distance and national borders continue to matter ─ even in air traffic which is specifically suited for bridging long distances between countries and continents.
According to our results the existence of the German border reduces the number of traveler departures from German airports by a factor of four to five. It can be expected that the analyzed traffic flows, which exclude tourist flights and are not affected by hub-and-spoke distortions, basically follow the patterns of trade and investment flows
